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of England at 3 per cent. The price level began to rise rapidly,
and industry developed a feverish activity. The pound fell to
a discount, and by September the exchange on New York was
Jf4.i8 or 14 per cent, below par.

This was at a time when a tremendous expansion was in
progress in the United States. The gold standard had been
re-established in the United States in June 1919, when the
prohibition on the export of gold was repealed. But the coun-
tries remaining on the gold standard formed so small a propor-
tion of the world that gold movements no longer had any great
steadying effect. The United States could afford to lose a great
deal of gold, and other countries could not easily absorb it.

The price level in the United States (100 in 1913), having
fallen from 203 in November 1918 to 193 in February 1919,
rose to 203 in June and 210 in September 1919. By May 1920
it reached its maximum of 247.

Under such conditions it was certainly unnecessary to let the
pound depreciate in order to avoid a trade depression. Had it
remained at par, British industry would have experienced the
same degree of activity and prosperity as was found to be
altogether excessive in the United States at the time. The
depreciation of the pound aggravated these abnormal and
unhealthy tendencies. By February 1920 the exchange on New
York had fallen to $3.38 (on one day it fell below $3.20) and
the British price index had risen to 306 (100 in 1913 and 229
in November 1918).

Steps were already being taken to stop the orgy of inflation.
In November 1919 the treasury bill rate was raised from 3^
to 4-| and then to 5^- per cent. Bank rate went up to 6 per cent,
and was now effective. In December the Cunliffe Committee
made its second (and final) report. It reiterated recommenda-
tions which it had already made for the cessation of inflationary
borrowing by the Government from the Bank of England
('Ways & Means' advances), and for a limitation of the fidu-
ciary issue of the currency notes. The inflationary borrowing
it was impossible to stop for the time being. But the Govern-
ment dealt with the currency note issue in a Treasury Minute